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calculated as the sum of those values
for each eligible collateral asset.

(d) Notwithstanding paragraphs (a)
and (b) of this section, eligible collat-
eral for initial margin and variation
margin required by this subpart does
not include a security issued by:

(1) The party or an affiliate of the
party pledging such collateral;

(2) A bank holding company, a sav-
ings and loan holding company, a U.S.
intermediate holding company estab-
lished or designated for purposes of
compliance with 12 CFR 252.153, a for-
eign bank, a depository institution, a
market intermediary, a company that
would be any of the foregoing if it were
organized under the laws of the United
States or any State, or an affiliate of
any of the foregoing institutions; or

(3) A nonbank financial institution
supervised by the Board of Governors
of the Federal Reserve System under
Title I of the Dodd-Frank Wall Street
Reform and Consumer Protection Act
(12 U.S.C. 5323).

(e) A covered swap entity shall mon-
itor the market value and eligibility of
all collateral collected and posted to
satisfy the minimum initial margin
and minimum variation margin re-
quirements of this subpart. To the ex-
tent that the market value of such col-
lateral has declined, the covered swap
entity shall promptly collect or post
such additional eligible collateral as is
necessary to maintain compliance with
the margin requirements of this sub-
part. To the extent that the collateral
is no longer eligible, the covered swap
entity shall promptly collect or post
sufficient eligible replacement collat-
eral to comply with the margin re-
quirements of this subpart.

(f) A covered swap entity may collect
or post initial margin and variation
margin that is required by §237.3(d) or
§237.4(c) or that is not required pursu-
ant to this subpart in any form of col-
lateral.

[80 FR 74898, 74912, Nov. 30, 2015, as amended
at 80 FR 74912, Nov. 30, 2015]

§237.7 Segregation of collateral.

(a) A covered swap entity that posts
any collateral other than for variation
margin with respect to a non-cleared
swap or a non-cleared security-based
swap shall require that all funds or
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§237.7

other property other than variation
margin provided by the covered swap
entity be held by one or more
custodians that are not the covered
swap entity or counterparty and not
affiliates of the covered swap entity or
the counterparty.

(b) A covered swap entity that col-
lects initial margin required by
§237.3(a) with respect to a non-cleared
swap or a non-cleared security-based
swap shall require that such initial
margin be held by one or more
custodians that are not the covered
swap entity or counterparty and not
affiliates of the covered swap entity or
the counterparty.

(c) For purposes of paragraphs (a) and
(b) of this section, the custodian must
act pursuant to a custody agreement
that:

(1) Prohibits the custodian from re-
hypothecating, repledging, reusing, or
otherwise transferring (through securi-
ties lending, securities borrowing, re-
purchase agreement, reverse repur-
chase agreement or other means) the
collateral held by the custodian, except
that cash collateral may be held in a
general deposit account with the custo-
dian if the funds in the account are
used to purchase an asset described in
§237.6(a)(2) or (b), such asset is held in
compliance with this §237.7, and such
purchase takes place within a time pe-
riod reasonably necessary to consum-
mate such purchase after the cash col-
lateral is posted as initial margin; and

(2) Is a legal, valid, binding, and en-
forceable agreement under the laws of
all relevant jurisdictions, including in
the event of bankruptcy, insolvency, or
a similar proceeding.

(d) Notwithstanding paragraph (c)(1)
of this section, a custody agreement
may permit the posting party to sub-
stitute or direct any reinvestment of
posted collateral held by the custodian,
provided that, with respect to collat-
eral collected by a covered swap entity
pursuant to §237.3(a) or posted by a
covered swap entity pursuant to
§237.3(b), the agreement requires the
posting party to:

(1) Substitute only funds or other
property that would qualify as eligible
collateral under §237.6, and for which
the amount net of applicable discounts
described in appendix B of this subpart



§237.8

would be sufficient to meet the re-
quirements of §237.3; and

(2) Direct reinvestment of funds only
in assets that would qualify as eligible
collateral under §237.6, and for which
the amount net of applicable discounts
described in appendix B of this subpart
would be sufficient to meet the re-
quirements of §237.3.

§237.8 Initial margin models and

standardized amounts.

(a) Standardized amounts. Unless a
covered swap entity’s initial margin
model conforms to the requirements of
this section, the covered swap entity
shall calculate the amount of initial
margin required to be collected or
posted for one or more non-cleared
swaps or non-cleared security-based
swaps with a given counterparty pursu-
ant to §237.3 on a daily basis pursuant
to appendix A of this subpart.

(b) Use of initial margin models. A cov-
ered swap entity may calculate the
amount of initial margin required to be
collected or posted for one or more
non-cleared swaps or non-cleared secu-
rity-based swaps with a given
counterparty pursuant to §237.3 on a
daily basis using an initial margin
model only if the initial margin model
meets the requirements of this section.

(¢) Requirements for initial margin
model. (1) A covered swap entity must
obtain the prior written approval of
the Board before using any initial mar-
gin model to calculate the initial mar-
gin required in this subpart.

(2) A covered swap entity must dem-
onstrate that the initial margin model
satisfies all of the requirements of this
section on an ongoing basis.

(3) A covered swap entity must notify
the Board in writing 60 days prior to:

(i) Extending the use of an initial
margin model that the Board has ap-
proved under this section to an addi-
tional product type;

(ii) Making any change to any initial
margin model approved by the Board
under this section that would result in
a material change in the covered swap
entity’s assessment of initial margin
requirements; or

(iii) Making any material change to
modeling assumptions used by the ini-
tial margin model.
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(4) The Board may rescind its ap-
proval of the use of any initial margin
model, in whole or in part, or may im-
pose additional conditions or require-
ments if the Board determines, in its
sole discretion, that the initial margin
model no longer complies with this sec-
tion.

(d) Quantitative requirements. (1) The
covered swap entity’s initial margin
model must calculate an amount of ini-
tial margin that is equal to the poten-
tial future exposure of the non-cleared
swap, non-cleared security-based swap
or netting portfolio of non-cleared
swaps or non-cleared security-based
swaps covered by an eligible master
netting agreement. Potential future
exposure is an estimate of the one-
tailed 99 percent confidence interval
for an increase in the value of the non-
cleared swap, non-cleared security-
based swap or netting portfolio of non-
cleared swaps or non-cleared security-
based swaps due to an instantaneous
price shock that is equivalent to a
movement in all material underlying
risk factors, including prices, rates,
and spreads, over a holding period
equal to the shorter of ten business
days or the maturity of the non-cleared
swap, non-cleared security-based swap
or netting portfolio.

(2) All data used to calibrate the ini-
tial margin model must be based on an
equally weighted historical observa-
tion period of at least one year and not
more than five years and must incor-
porate a period of significant financial
stress for each broad asset class that is
appropriate to the non-cleared swaps
and non-cleared security-based swaps
to which the initial margin model is
applied.

(3) The covered swap entity’s initial
margin model must use risk factors
sufficient to measure all material price
risks inherent in the transactions for
which initial margin is being cal-
culated. The risk categories must in-
clude, but should not be limited to, for-
eign exchange or interest rate risk,
credit risk, equity risk, and commodity
risk, as appropriate. For material expo-
sures in significant currencies and
markets, modeling techniques must
capture spread and basis risk and must



		Superintendent of Documents
	2016-07-08T06:32:48-0400
	US GPO, Washington, DC 20401
	Superintendent of Documents
	GPO attests that this document has not been altered since it was disseminated by GPO




